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BUY, BUY, BUY! Foolish 


ple are doing it, 
overdoing it. But sensible folks know that with 
every needless purchase—or every time you pa- 
tronize a black market or buy above ceiling 
you do your bit to force prices up all along the 
line. That’s the way inflation gets a boost. 


What you do with your money 
can wreck you (and your Uncle Sam) 





IT CAN HAPPEN HERE—again! Today, with fewer 
goods in the stores while incomes are high, the 
danger of inflation is greater than ever. Inflation 
is always followed by depression. What can you 
do to head off another depression? Buy nothing 
you do not really—really—have to have ... today. 
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SAVE, SAVE, SAVE! That’s the way to make 
America good for the boys to come home to. 
Pay up debts, put money in life insurance, savings 
bank, War Bonds. Every cent you save now, helps 
to keep prices down—and when the war is won 
you’ll have use for that nest egg you’ve laid away. 








A HOME OF YOUR OWN, a better farm, a real 
vacation, something to retire on—these are things 
worth saving for. Store up your money now while 
prices are high. There’s a time to splurge anda 
time to save: today, while money’s coming in, isa 
good time—the vight and patriotic time—to save! 


i. Buy only what you really need. 


4 THINGS TO DO 


to keep prices down 
and help avoid 


- y oll. 
another depression negate 


4. Save. Buy and hold all the War Bonds you 
can—to help pay for the war, protect if 


2. When you buy, pay no more than ceiling 
prices. Pay your ration points in full. 

3. Keep your own prices down. Don’t take 
advantage of war conditions to ask more 
for your labor, your services, or the goods 


e 
se 


bef of 3 


ee 


your own future! Keep up your insurance. 


A United States War message prepared by the War Advertising Council; approved by the Office of War Information; and contributed by this magazine ia cooper? 
tion with the Magazine Publishers ef America. 
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Where Susiness Weu Meet 


Among men well versed in business methods and systems—Accountants, Comptrollers, Treasurers, 
Purchasing Agents—THE ADDRESSING MACHINE & EQUIPMENT COMPANY is known as 
one of America’s leading reconditioners of office machines. You will find in our showroom, office 
machines of almost every make and model . . . reconditioned by factory-trained mechanics to look 
and operate like new. You can now buy rebuilt or reconditioned office machines without Gov- 
emmment priority or approval . . . for delivery 30 days after receipt of your order. Each machine 


is guaranteed and serviced FREE for one year. 


ADDRESSING MACHINE & EQUIPMENT COMPANY 


326 BROADWAY ° NEW YORK 7, N. Y. : WOrth 2-5337 
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Angelo comes 


so costs GO UP! 


a 


& 


Tony works in plant 3, group 5... 
Tuesday, February 20th he was feeling 
not so hot from too much fiesta, lotsa 
spaghetti, and the wine which had 
flowed like tears—for brother Angelo 
was home from the wars! Tony turned 
out 169 good pieces, not his standard 
210. Thus handicapped, the other 11 
men in group 5 also failed to meet the 
standard — costs were up . . . while 
production was off. 

At 10:30 a.m. February 21st Will 
Corrigan, chief of plant foremen, got 
the report. He knew that by noon the 
production department would inquire 
how-come? So at 10:45 he wasin plant 
3...Al Stella, foreman, was waiting for 
him...and he knew the answer, Tony. 
They immediately checked costs .. . 








and incidentally found out Angelo had 
been awarded the Silver Star. 


Usvuatty high costs have a more 
serious reason. Serious or not... with 
McBee methods and products cost 
variations show up daily... not next 
Saturday .. . not in 30 days—but while 
data is current enough to correct the 
cause! Speedy, swift, efficient, McBee 
provides the facts—on time. 

If you are troubled with too slow 
reports, information lags, delayed data 
... find out how one plant got control 
reports by two o’clock on the previous 
day’s production. The striking story in 
a national magazine was reprinted by 
request. A few copies are still available 


write or phone for a copy. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Ave., New York 17, N.Y. .. Offices in principal cities 
abl arch 
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® | @ A camera makes action-records as a Yank eagle pours lead into a Nazi 
8 77S | plane. Back at the base, the action- -record “pays off’*as proof! The pilot— 
62008 | So busyhe easily could make a mistake—now knows he destroyed the foe. 
Ps | Action records also “pay off” as dollar-important to every business 
a 2790 | man. It is not enough to think a figure is right. You must know...and 
” #79 | only a Printing Calculator gives the action record to prove your figures 
4464¢8 | quickly and permanently and beyond all argument. 
* | Here is the Printing Calculator’s tape of an extension order. First 
15300. | Printing invoice No. 6382, the machine quickly multiplies item prices 
6200 | by the quantities ordered—12, 8, and 16. Then it adds the amounts for 
aca theta | the invoice total — $259.64, and it deducts a 2% discount. Look... the 
259645 | action record of every computation is printed on the 0 as your per- 
519- | manent proof of accuracy. 
se a ode The Printing Calculator is the on/y machine that 


prints as it multiplies, divides, adds and subtracts. 
"eappigea ——~—-~—-—I_ With it there’s no need of copying from dials 
or for proving operations. Time is saved, errors are prevented. 

Its 10-numeral-key keyboard requires no specialized training and leads 
easily to touch operation. Its ees operation develops fast accurate 
performance from the very first day... by even your most inexperienced 
personnel. 

In all types of figure work — payrolls, statistics, prorating, billing, etc.— 

a Printing Calculator helps speed business. Let it help YOU. Phone the 
nearest Remington Rand office today for a demonstration, or write to 
us at Buffalo 5, N. Y., for the free booklet TOPS. 






The Printing Calculator 1s available on WPB approval, to help conserve manpower, expe- 
dite warwork, maintain necessary civilian econom). Talk it over with our representative. 


BUY, KEEP WAR BON : 
— Spies al 


eringion Rend PNT 


CALCULATOR 
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Sundstrand... 
A FAST WORKER 


in any company! 





Your accounting staff starts saving hours of 
valuable time. ..the minute you put Sund- 
strand on the payroll. 


Sundstrand works fast . . . not only on Payroll 
Records, but on Government Reports and 
War Bond Ledgers. 


And it does the entire recording job... not 
just part of it. Each machine releases several 
clerks for other essential duties. 

Anyone can operate Sundstrand’s simple “10 
Figure Key” keyboard. Automatic Eien 
and controls do the rest. 

It will be well worth a few minutes of your 
time to discuss your payroll problems with 
one of our representatives. Your local Under- 
wood Elliott Fisher office will gladly oblige. 


Save the Seconds and You Save the Day— 


Underwood Elliott Fisher Company 


{ccounting Machine Division: One Park Ave., NewYork 16 


79 
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Pecity SUNDSTRAND 







for Speed / 





e°°ON PAYROLL RECORDS 
Sundstrand posts, computes, and prints 
each check or pay envelope ... and at 
the same time writes your payroll sum- 
mary and employee’s earnings record. 
Allentriesare completely visible. Gross 
pay and net pay amounts are automati- 
cally computed . . . column totals auto- 
matically printed. 
¢ ++ ON GOVERNMENT REPORTS 
The yearly and quarterly-to-date earn- 
ings are automatically computed for all 
tax purposes. On Social Security taxes, 
the machine automatically exempts all 
yearly earnings over $3,000. 


«+ ON WAR BOND LEDGERS 

Each employee’s War Bond account is 
kept up-to-date, with each payroll deduc- 
tion and amount “to go” automatically 
computed .. . and every resulting pur- 
chase automatically recorded. The em 
ployee-list of bond purchases is automati- 
cally counted and totaled. 

- * 


Sundstrand Payroll Accounting Ma- 
chines are available subject to War Pro- 
duction Board authorization. 
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A NEW Companion Series to the 
Consumer-Endorsed NATIONAL 
Unit Accounting Forms ..... 

























AS ILLUSTRATED 
GENERAL LEDGER 7141 GL. Single page form both sides same. A 
separate sheet for each control account. Designed also for use with 
the 7072 Unit Accounting forms if desired. 


CASH RECEIPTS, SALES AND INCOME RECORD 7141 CRS. Single 
page form both sides same; combination receipts, sales or income 
record. Two records at a glance. 


RECORD OF DISBURSEMENTS, PURCHASES AND EXPENSES 7141 
CDP. Double page form, right side of sheets providing for distribu- 
tion of purchases and expenses; left side, combination cash and check 
disbursements and record of purchases and expenses. Two records 
at a glance. 





THE COMPLETE LINE . . . 7141 SERIES UNIT ACCOUNTING FORMS 
100 sheets to a box — 25 sheets per band 
Description 


Record of Cash Receipts 
and Income Record 


No. Description No. 
7141 CR Record of Cash Received 7141 CRS 
7141 CD-2 Record of Checks Drawn 


7141 RI Record of Invoices or 7141 CDP Record of Cash Disburse- 
Vouchers ments, Purchases and 

7141 RJ Journal Expenses 

7141 BS Bank Statements 7141 GL Genera! Ledger 

7141 PC Record of Petty Cash ~ 7141 FS Financial Statements 
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“Punched 4 slotted holes 7%” C'to C 








Designed for bookkeeping -with a 
: oo of effort 
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AT your STATIONER’S or write for 
“descriptive folder No. 41 with com- 
_ plete eB ere iflustrations and 








NATIONAL BLANK BOOK COMPANY 


HOLYOKE, 


CHIGAGO BOSTON 
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SAN FRANCISCO 
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We Specialize in arranging— 


i 


UNUSUAL LOANS 


FOR YOUR CLIENTS 


Loans of 100% against Warehouse 
Receipts. 


2. Loans of 100% of the Market Value of 


listed securities. 


Loans of two or more times the Cash 
Values of policies. 


Loans on Estates, Trust Funds and 
Inheritances. 


5. Liberal Loans against Machinery, 


Equipments, Trucks, Tractors, 
Trailers, Passenger Cars. 


. Loans to help buy a new business or 


expand existing facilities. 


7. Trust agreements maintained in the 


refinancing of life insurance loans at 
lowest interest rates. 


8. Long Term Repayment—Low Interest 


Rates. 


COLLAT CORPORATION 


15 EAST 40TH STREET 
NEW YORK 16, N. Y. 


LExington 2-0450 











Subscription 
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All this and more for 
the H. D. Hudson Mfg. Co. 
with SIMPLIFIED UNIT ACCOUNTING 






“It may not be arithmetic,” says E. W. Setty, Graph-A-Matic signal control on the visi- 
Credit Manager of H. D. Hudson, “but it is ble margins of the pockets indicate the month 
our actual experience that two girls do the work of oldest unpaid invoice, enabling operators 

ince we adopted the Simplified Unit to ‘‘age”’ accounts in a glance, and to concen- 









, Accounting Plan.” trate collection activities where needed. 
Velocity of turnover of receivables is higher 
and bad debt losses minimized. 





s Manufacturer ol 
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authoriza- With this system, statement preparation is 
>, certain, reduced to 25% of the previous level. Trial 
1 results. balances are obtained in a few hours. There is 
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Invoice c - ecked for con= reduction in initial capital investment, main- 
‘tals. are fi Kolect-A-Mati tenance and depreciation. 
‘pockets’, serving as ledger For details, call our nearest Branch Office. 
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Buffalo 5, New York 
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Local Law and its Impact 
on Federal Taxation 


By Scott STEwarr, Jr. 


NDER the Federal Constitu- 

tion the power to levy taxes for 
the benefit of the Federal Treasury 
rests solely with Congress. Over 
that power the states constitution- 
ally have no control. To the unsus- 
pecting, therefore, it would seem to 
follow that Federal tax laws should 
operate with national uniformity 
throughout the United States. The 
initiated know that uniformity of 
Federal taxation on a nation-wide 
basis is a far cry from reality. 

A married couple both employed 
and with no dependents reside in 
New York. In 1944 the husband 
earned $20,000 and the wife $4,000 
and neither had any outside income. 
The husband paid interest, taxes 
and other deductible items totaling 
$1,000 and gave away $200 to charity. 





Scott STEWART, JR., author of 
Local Law and Its Impact on 
Federal Taxation graduated from 
Yale University in 1930 with the 
degree Ph.B. He attended Harvard 
Law School and received the de- 
gree of LL.D. Mr. Stewart is a 
member of the New York State 
and Rochester Bar Associations 
and specializes in tax law. 











Husband and wife file separate re- 
turns and together their total tax 
bill is $7,743. However, had this 
same couple resided in California 
where, under the local community 
property laws * one-half of the earn- 
ings of each spouse are deemed to 
belong to the other, their total tax 
bill would have been only $6,618. 
Such is uniformity on a national 
scale. 


The problem of uniformity in 
Federal taxation has long been a 
troublesome one. It is fundamental 
in the Federal concept that the purely 
local interests of the states be pre- 
served. This is particularly so when 
it comes to the matter of dealing 
with local property rights. Matiters 
pertaining to real estate—the rights 
and obligations arising out of its © 
ownership, the effects of deeds, mort- 
gages and leases—all are matters 
which are and rightly should be gov- 
erned by local law and custom. The 
same is true with respect to wills, 
trusts and the administration of de- 
cedent’s estates. Contracts entered 
into locally, whether the subect mat- 
ter be real or personal property, are 
interpreted according to local law. 
Corporations are creatures of the 
state and in their local aspects are 


Presented at the Rochester Chapter meeting 
* Constitution of the United States, Art. 1, Sec. 8, C1. 1. 


* Civil Code of California, Sec. 164. 
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subject to the control and jurisdic- 
tion of the state to which they owe 
their existence. 


In broader fields involving the 
regulation of interstate commerce 
and its instrumentalities Congress 
is the constitutional arbiter. More 
recently it has come to occupy the 
field of social legislation to a greater 
degree than ever before, and it will 
probably continue to remain para- 
mount there. On the other hand, the 
regulation and definition of rights, 
obligations and remedies of individ- 
uals with respect to property rela- 
tionships of a strictly local nature 
is and will no doubt continue to re- 
main in essence a matter to be dealt 
with by state legislatures and the 
state courts. Federal income, es- 
tate and gift tax laws likewise deal 
primarily with property rights and 
relationships of one kind or another. 
It is, therefore, inevitable that local 
rules of property will play an im- 
portant part in the administration 
and interpretation of these laws. 
Taxwise the same transaction may 
produce very different results de- 
pending upon whether it is consum- 
mated in one state or in another. 
One need only witness the fact that 
it cost the hypothetical couple men- 
tioned earlier $1,125 for the privilege 
of living in New York rather than 
in California. 

What then becomes of the con- 
stitutional mandate that the states 
shall have no control over the taxing 
power of Congress? The Supreme 
Court has attempted to solve the ap- 
parent conflict in the following lan- 
guage: ° 


“ce 


... The exertion of that power 
(the power to tax) is not subject 
to state control. It is the will of 
Congress which controls, and the 
expression of its will in legislation, 
in the absence of language evi- 


< Burnet v. Harmel, 287 U. S. 103 (1932). 
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dencing a different purpose, is to 
he interpreted so as to give a uni- 
form application to a nation-wide 
scheme of taxation. State law may 
control only when the federal tax- 
ing act, by express language or 
necessary implication, makes its 
own operation dependent upon 
state law. . .” 

In other words, in determining the 
effect of a Federal tax statute as ap- 
plied to a particular transaction, it 
is not permissible to look beyond the 
four corners of the statute itself, ex- 
cept in a case where the tax status 
of the transaction depends upon 
fact which can be determined onl: 
by reference to local law. However, 
as often happens when courts at- 
tempt to lay down a broad general 
rule, the facility of judicial expres- 
sion belies the difficulties encoun- 
tered in the practical application of 
the rule to specific cases. An ex- 
tended review of the many decided 
cases in which the courts have tried 
to follow the lead of the Supreme 
Court is beyond the scope of this 
article. Suffice it here to indicate 
in broad outline the existence and 
general nature of the problem. 

In these days hardly a transaction 
involving property takes place that 
will not eventually come under the 
scrutiny of the Collector of Internal 
Revenue whether via the income, es- 
tate or gift tax route. Although the 
Federal tax status of by no means 
all of these transactions will be de- 
pendent upon local law, it neverthe- 
less becomes increasingly important 
for the tax practitioner to have an 
awareness of local law problems. 
This is particularly true in advising 
with respect to prospective transac- 
tions. Choice of the right state in 
which to consummate a transaction 
—provided, of course, that freedom 
of choice exists—may result in a 
substantial tax saving to one’s 


‘For a comprehensive compilation of authorities see Mertens, Law of Federal Income 


Taxation, Sec. 61.08ff. 
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Local Law and its Impact on Federal Taxation 


client. Although, as noted above, it 
is not the intention of this article to 
discuss at length the numerous de- 
cisions in which local law questions 
have arisen, a brief mention of a ran- 
dom few will perhaps serve to crys- 
tallize the nature of the problem in 
the reader’s mind. 

The field of trusts seeras to have 
been particularly fertile in the pro- 
duction of tax complications arising 
as a result of the application of local 
law doctrines. Local law has been ap- 
plied to determine among other 
things whether a trustee has the 
power to revest corpus in the settlor 
and thus render him taxable upon 
the income,® whether an attempted 
assignment by the beneficiary of a 
spendthrift trust is valid so as to 
relieve him of the tax on the income,® 
and whether the obligation of a 
mother to support her child is such 
as to render her taxable upon the 
income of a trust created by her for 
the child.? Local law is determina- 
tive of whether or not carrying 
charges on unproductive real estate 
held in a trust are to be charged 
against corpus or income,’ of the al- 
location between trust corpus and 
trust income o the proceeds of a 
sale of real cquired by the 
trustee upo rtgage fore- 
closure,® ane ‘ror not a 
particular rece as a stock 
dividend or gain. the sale of 
corpus is “to be <ibuted cur- 
rently” to the benefic.a.y and, there- 


fore, taxable to him under Section 
162 of the Code.'® 

The time of accrual of local prop- 
erty taxes must be determined by 
reference to local law.'' Whether or 
not a particular transaction con- 
stitutes a “statutory merger or con- 
solidation” and thus qualifies as a 
tax free reorganization under Section 
112(g) of the Code is wholly depen- 
dent upon the applicable state 
statutes.'* Whether or not consider- 
ation was received by a husband for 
an antenuptial transfer so as to re- 
lieve him of gift tax was held to be 
governed by local law.’* The time 
of deduction by a mortgagor of his 
loss on a foreclosure sale of the mort- 
gaged property is held to be de- 
pendent upon the period of redemp- 
tion, if any, provided for by the local 
statute.* These and the examples 
set forth in the preceding paragraph 
represent only a few of the cases in 
which the local law has been deter- 
minative of the incidence of a 
Federal tax statute. 

The achievement under the Fed- 
eral system of a completely simple, 
uniform and self-executing Federal 
tax law is probably impossible of 
attainment. Wholly aside from the 
effect of local law on the tax treat- 
ment of various transactions, the hit 
or miss system of judicial review of 
tax cases does not make the path to- 
ward uniformity any smoother. Ap- 
peals in tax cases fan out into all of 
the District and Circuit Courts not 


* Stuart v. Helvering, 317 U. S. 154 (1942). 
5 


* Blair v. Commissioner, 300 U. S. 
upp. 317 (Dist. Ct. E. Dist. Mo., 1943). 
"W. C. Cartinhour, 3 T. C. 482. 


| 


(1937) ; St. Louis Union Trust Co. v. U. S., 50 F. 


* Commissioner 7. Lewis, et al., 141 F. (2nd) 221 (C.C.A. 3rd, 1944). 
* Johnston v. Helvering, 141 F. (2nd) 208 (C.C.A. 2nd, 1944). 


*® DeBrabant v. 


Commissioner, 90 F. (2nd) 433 (C.C.A. 2nd, 1937); U. S. v. Arnold, 


et al., 89 F. (2nd) 246 (C.C.A. 3rd, 1937); Anna M. Chambers, et al., Tr. 33 B.T.A. 1125; 
see also Commissioner v. Morris 90 F. (2nd) 962 (C.C.A. 2nd, 1937). 


Helvering, 115 F. 


* Burchell v. 


(2nd) 


681 (C.C.A. 2nd, 1940); Commissioner v. 


Plestcheeff, 100 F. (2nd) 62 (C.C.A. 9th, 1938). 
* See American Gas & Electric Co. v. Commissioner, 85 F. (2nd) 527 (C.C.A. 2nd, 1936). 
* Commissioner v. Bristol, 121 F. (2nd) 129 (C.C.A. Ist, 1941). 
* Hawkins v. Commissioner, 34 B.T.A. 918, aff'd. 91 F. (2nd) 354 (1937); Derby Realty 
Corp., 35 B.T.A. 335, pet. for rev. dismissed 92 F. (2nd) 999 (C.C.A. 6th, 1937) ; Frederick 


Krauss, 30 B.T.A. 62. 
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to mention The Tax Court, the 
Court of Claims and the Supreme 
Court. The majority of our Federal 
judges have neither the time nor the 
opportunity to keep up with the ever- 
changing and ever-increasing body 
of law, regulations, rulings and de- 
cisions which make up the whole of 
the Federal tax law. The day to day 
tax practitioner has difficulty enough 
in trying to keep abreast of the law. 
The volume of tax litigation is stu- 
pendous. There are in the neighbor- 
hood of 30,000 recorded cases in 
addition to thousands of rulings, offi- 
cial and unofficial. In Dobson v. Com- 
missioner,’®> Mr. Justice Jackson made 
the following pointed statement: 


“After thirty years of income tax 
history the volume of tax litigation 
necessary merely for statutory in- 
terpretation would seem due to 
subside. That it shows no sign of 
diminution suggests that many 
decisions have no value as prece- 


*® 320 U. S. 489 (1943). 


dents because they determine only 
fact questions peculiar to particular 
cases. Of course frequent amend- 
ment of the statute causes con- 
tinuing uncertainty and litigation, 
but all too often amendments are 
themselves made necessary by 
court decisisons. Increase of po- 
tential tax litigation due to more 
taxpayers and higher rates lends 
new importance to observance of 
statutory limitations on review of 
tax decisions. No other branch of 
the law touches human activities 
at so many points. It can never be 
made simple, but we can try to 
avoid making it needlessly com- 
plex.” 


There may be some way of coping 
with the problem of judicial review. 
The problem of fitting the differing 
laws of forty-eight states into a uni- 
fied and integrated system of Federal 
taxation is one which experts have 
about concluded defies solution.'® 


**““We shall get nowhere rapidly with the problem of simplification until we recognize 
that what we bravely call uniformity on a national scale is a myth.” Paul, Selected Studies 


in Federal Taxation, p. 5. 
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ITHOUT financial informa- 

tion from industry, the Office 
of Price Administration would be 
like an army moving without maps. 
And just as an army has to have up- 
to-date maps, so the O.P.A. has to 
have current financial information. 
When price control was instituted 
the need for such information was 
recognized and immediate steps were 
taken to provide for the factual basis 
that would insure the fairness of 
O.P.A. actions to both producers and 
consumers of commodities under 
control. 


Before asking companies to report 
directly, the Office of Price Admin- 
istration made a study of all existing 
sources of financial data. Published 
sources and the information collec- 
ted by other Government agencies 
were carefully considered, but price 
control demanded more up-to-date 
financial information than had ever 
before been made available for any 
purpose. Consequently it was neces- 
sary to supplement these sources. 

Accountants from industry helped to 
design the forms originally used by 
O.P.A. and have constantly con- 
tributed to the development of the 
reporting program. Many account- 
ants throughout the country are al- 
ready familiar with the various fi- 
nancial reporting forms sent out by 
O.P.A. and particularly with the an- 
nual and interim reporting forms, 
known as Forms A and B, which are 
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used on a continuing basis. The 
cooperation of accountants in en- 
couraging businessmen to make re- 
ports on these forms and in assisting 
them to prepare such reports con- 
tributes greatly to the fairness and 
efficiency of O.P.A. actions. 

During the past three years 18,500 
companies have voluntarily made 
about 120,000 reports on Forms A 
and B alone. Form A is used for 
making an annual financial report 
within three months after the end of 
a company’s fiscal year, and Form 
B is for making a cumulative interim 
report within one month after the 
end of each of the first three quar- 
ters. These forms are very simple. 
Form A consists of a statement of 
profit and loss, a balance sheet, an 
analysis of sales, an analysis of sur- 
plus and surplus reserves, and a few 
general questions that are essential 
to permit review of the reports for 
accounting consistency and compara- 
bility. Form B consists of a profit and 
loss statement, an analysis of sales, 
and a general question concerning 
any financial changes that may have 
taken place since the last prior an- 
nual report on Form A. 


A company which has once filed 
these reports finds subsequent re- 
ports even easier to prepare. Con- 
seqeuently, the reporting companies 
have a very good record for filing 
regularly. Most companies, except 
those in seasonal industries, are re- 
quested to file three reports each 
year on Form B and one on Form 
A. The record shows that reporting 
companies filed an average of more 
than two and one-half reports on 
Form B last year for every report 
on Form A. Since any changes in 
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the operating position of a company 
are most significant in a price-ceiled 
economy, several reports from the 
same company are of much greater 
value to O.P.A. than the same num- 
ber of one-time reports from various 
companies would bt. 

In January of this year, financial 
reporting forms ‘were mailed to 
about 37,000 companies—an increase 
over the number mailed last year. 
This increase in the mailing list was 
made gradually and is in line with 
industry recommendations. It gives 
more adequate representation to 
smaller firms and to certain indus- 
tries, such as the wholesale trades, 
where pricing problems are now de- 
manding closer study. As a result 
of this increase in the mailing list, 
some members of the New York State 
Society of Certified Public Account- 
ants who were not previously ac- 
quainted with these forms may 
receive requests for advice or help 
from companies newly added to the 
mailing list. 


O.P.A. attempts to anticipate the 
questions that are most likely to 
arise by sending the companies an 
explanatory leaflet. This leaflet, 
“FACTS Behind the O.P.A. Finan- 
cial Reporting Program,” sum- 
marizes the report of the panel of 
businessmen appointed by the Ad- 
visory Committee on Government 
Questionnaires over a year ago to 
review the program. After evaluat- 
ing the use made of Forms A and 
B and concluding that the informa- 
tion requested was essential to the 
administration of the Emergency 
Price Control Act, these business- 
men recommended certain improve- 
ments. Following their recom- 
mendations, O.P.A. shortened and 
clarified the forms and introduced 
other changes to make the reporting 
program more effective. Anyone in- 
terested in reading the Committee’s 
complete report can obtain it by 
writing to the accounting depart- 
ment of O.P.A. Copies of the report- 
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ing forms and accompanying instruc- 
tions will also be sent on request. 

One of the questions most often 
asked by businessmen is whether 
the filing of these reports is volun- 
tary, and it is a question that re- 
quires a little explanation rather 
than a simple Yes or No answer. 
With few exceptions, filing has been 
voluntary. Generally it is not neces- 
sary to request the reports from 
every company in an industry. By 
carefully selecting companies on the 
basis of such factors as size and loca- 
tion, O.P.A. obtains an accurate in- 
dex to the financial condition of the 
industry as a whole. This use of the 
sampling technique prevents an in- 
dustry from having an excessive 
reporting burden. When reporting 
from an industry reaches such a low 
point that the available information 
does not represent an adequate and 
fair cross section, a legal order is is- 
sued to obtain the necessary data 
from a company. This has happened 
only eleven times during the past 
year. 

Another question that is frequently 
asked concerns the need for filing in- 
terim reports, especially when the 
company does not ordinarily prepare 
quarterly statements. The answer is 
that annual reports simply are not suf- 
ficiently up to date to give O.P.A. the 
needed information on the rapid 
changes that are taking place in 
business conditions as a result of 
the war. Actions taken by O.P.A. 
affect the present and future opera- 
tions of the firms concerned. Con- 
sequently, they must be based upon 
the situation as it is, not upon some 
former state of affairs. Of course, 
many companies must use estimated 
amounts for such items as inven- 
tories and taxes. Reporting com- 
panies are requested to mark such 
estimates clearly so that they will be 
considered as approximations. 

Knowing that O.P.A. financial 
reports to test the need for price 
action, a businessman may not un- 
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derstand why he should make re- 
ports when no action directly affect- 
ing his particular firm or industry is 
contemplated. The simple truth of 
the matter is that every action taken 
by O.P.A. is almost certain to af- 
fect not only the one company or 
industry directly concerned, but 
many others that are more or less 
related. When an individual com- 
pany makes a request for special 
price action, O.P.A. usually cannot 
consider its case alone. General in- 
formation about the other companies 
in the same industry must also be 
considered. Likewise, actions affect- 
ing a single industry cannot be taken 
without giving consideration to the 
effects upon related industries. In 
short, one man’s prices are always 
another man’s costs. 

One of the most important results 
of having financial information on 
file concerning the past and cur- 
rent operations of companies and in- 
dustries is the speeding up of de- 
cisions on requested actions. A com- 
pany with a good reporting record 
whose industry is also well repre- 
sented, does not meet with the de- 
lays that would otherwise be neces- 
sary. Often, when such a company 
makes an application for adustment 
it takes only a few hours or perhaps 
even minutes for the accounting de- 
partment to furnish the price ex- 
ecutive with enough information to 
decide whether the application merits 
consideration. Also, the information 
on hand may enable an accountant 
or other member of the O.P.A. staff 
to assist a businessman making a 
tentative inquiry to file his formal 
application correctly. When the 
company and a cross section of its 
industry have not already filed financial 
information with O.P.A. the decision 
on a request for adjustment cannot be 
made until the necessary information 
has been obtained, and this may mean 
weeks or even months of delay. 

Of course, the general financial 
information provided on Forms A 
and B and on the similar reporting 
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forms that have been adapted to cer- 
tain industries, must often be sup- 
plemented by more detailed informa- 
tion such as cost data for individual 
products or services. Consequently, 
it may be necessary to supplement 
the over-all financial information by 
requesting additional reports or by 
sending accountants to make a field 
survey. Such additional reports do 
not duplicate the information already 
furnished. One of the best features 
of the financial reporting program 
is that it helps to prevent companies 
from receiving duplicate requests 
from the various operating divisions 
of O.P.A. or from other Government 
agencies. To reduce the reporting 
burden of business, an effort is made 
to make the O.P.A. reporting pro- 
gram serve the needs of these other 
agencies for this type of information 
whenever this can be done without 
violating rules of confidentiality. 

The information collected by the 
accounting department of O.P.A. is 
highly confidential. For this reason, 
it is carefully protected and is made 
available only to responsible operat- 
ing personnel and to other Govern- 
ment agencies which have the right 
to require such information directly 
from the companies. The O.P.A. ac- 
counting department is- given full 
responsibility for maintaining the 
professional standards that insure 
obective treatment of the many con- 
fidential records examined to obtain 
the factual basis for regulations. 

It is obvious that the Office of 
Price Administration can carry on 
its important assignment - success- 
fully only by basing its actions upon 
adequate and reliable accounting in- 
formation. The accountant in indus- 
try or in public accounting work 
who encourages or assists companies 
to furnish the information requested 
by O.P.A. is making a valuable con- 
tribution to the fight against the 
dangerous inflationary and depres- 
sive forces which accompany and 
follow war. It is a fight for which 
only accountants can make the maps. 
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O* January 16, 1945, the Society 
conducted a technical meeting 
under the direction of its Committee 
on Wartime Economic Controls on 
the subject of accountants’ responsi- 
bility in respect to possible viola- 
tions by their clients of wage and 
salary stabilization regulations. 

The meeting took the form of a 
“round-table discussion” in which all 
those in attendance were afforded an 
opportunity to participate. It has 
been deemed advisable to publish 
excerpts from the minutes in order 
to indicate the trend of thought by 
some members of the Society on the 
subject. 

At the commencement of the meet- 
ing, the chairman of the Committee 
on Wartime Economic Controls, 
Mr. Benjamin Greenberg, made a 
statement as to the position of the 
Committee regarding the subject 
matter under discussion. His state- 
ment follows: 


“The Society’s Committee on 
Wartime Economic Controls has, 
over the past four months, been 
giving consideration to Statement 
No. 21 entitled ‘Wartime Govern- 
ment Regulations’ promulgated by 
the Committee on Auditing Proce- 
dure of the American Institute of 
Accountants. These studies have 
been conducted because of indi- 
cated differences of opinion among 
members of the accounting profes- 
sion as to the responsibility of in- 
dependent accountants in cases of 
non-compliance by their clients 
with wage and salary stabilization 
regulations. 


“In arranging for this meeting, 
the Committee expected to be in 
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a position to report to the mem- 
bers of the Society on the result of 
its studies. We are not prepared 
to do so. Our report has been 
submitted to the Board of Direc- 
tors of the Society. The Board 
approved of our recommendations. 
Joint meetings are presently being 
held between sub-committees of 
the Institute and the Society to 
consider our report. 


“The Committee is, therefore, 
compelled to refrain from express- 
ing any official position with re- 
spect to the matters under discus- 
sion in this meeting. Possibly out 
of this meeting will come some 
thoughts which will be helpful in 
our further deliberations. 


“One thing is clear about which 
there can be no disagreement. In 
the practice of accountancy it is 
impossible to formulate specific 
rules and regulations governing 
each event which comes to the at- 
tention of practitioners in their 
professional work. Certain stand- 
ards and criteria can be prescribed. 
However, there can be no substi- 
tute for the exercise by each prac- 
titioner of sound and independent 
judgment, and some hard and 
practical thinking. It would be 
ideal if we could find the answers 
to all of our problems in a loose- 
leaf directory published by the 
Society or the Institute, or some 
other agency. However, if that 
ideal is ever achieved, many of us 
will turn to other fields of en- 
deavor because the romance and 
enjoyment which we now derive 
from our day-to-day problems will 
have disappeared. 
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“The purpose of tonight’s meet- 
ing is merely to point out that ac- 
countants have many things to 
think about in regard to their re- 
sponsibility in connection with 
business administration under war 
time conditions. To help the mem- 
bers in that direction, tonight we 
are going to do some ‘thinking out 
loud’. 


“Any views expressed by any 
members of the Committee on 
Wartime Economic Controls are 
their individual views and not 
necessarily those of the Committee 
or the Society.” 


Distinction of events in non-compli- 
ance, such as failure to comply 
with regulations, violations, wilful 
violations, penalties, etc. 


It isn’t so much a matter of termi- 
nology—because these words have 
recognized definitions—as it is a 
matter of understanding the events 
and the order in which they occur. 

The first thing that occurs is that 
the client does something or fails to 
do something in respect to these 
regulations. That, by itself, does 
not mean that a penalty will eventu- 
ally be imposed. The burden is on 
the enforcement agencies to discover 
that these events did occur or did 
not occur, as the case may be. Then 
it is for the enforcement agency— 
which has final jurisdiction not re- 
viewable by the courts—to decide 
whether what occurred was a wilful 
act or a non-wilful act. If it was wil- 
ful, it might subject the client to 
criminal liability ; if it was not wilful, 
only civil liability. Having established 
that a basis for civil penalty exists, 
it is up to the enforcement agency 
to decide whether they want to ac- 
cept a reasonable explanation, or 
penalize, and in what amount. 

Our objective, at the outset, should 
be to set our thinking straight on the 
order of events as they occur and the 
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order in which we, as auditors, see 
them in our examinations. 

The nub of our whole discussion 
has been: What is the meaning of 
the word “violation”? 

Now, that word may mean differ- 
ent things to each of us. We had a 
meeting on the roof of the Waldorf 
not long ago, and we violated the 
law. There was a violation. There 
were more people in that room than 
were entitled to be in that room. 

Is it or is it not a violation? 
Should you set up a contingency? 
Maybe the use of the word “viola- 
tion” in the Institute’s bulletin and 
the conception each of us has of it 
may cause all the trouble. 

We have to look at it through the 
eyes of the accountant: Why are 
we interested in violations? What 
effect has it on financial position? 
I think that if we observe violations 
of a minor kind that are probably 
unwitting and do not show a practice 
—a deliberate practice—to violate 
the law, so that when the enforce- 
ment agency does come in and say, 
“Well, here are one or two items”, 
the client can usually clear the 
defects without penalty; but if 
they see a series of items, a deliber- 
ate attempt to disregard the regula- 
tions, then we have to be “on our 
toes” because we know, that if in- 
spected, there may be a penalty... 

x OK OK KOK 


I believe it is a matter of degree. 
You may have a number of viola- 
tions, not only of wage stabilization 
but of many other things. In fact, 
there are so many contingent liabili- 
ties that may end in penalties that 
we can’t begin to check or audit them 
all; it would be humanly impossible. 

If we were auditing a large corpo- 
ration, we would find, that they have 
delegated the supervision of wage 
stabilization to an expert in these 
matters, and have shown an intent 
to comply with the law. If we were 
auditing the books of a smaller cor- 
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poration or a medium-sized firm, we 
may or may not find that condition 
to prevail. If we do not find that 
condition to prevail, then it is said 
that the duty devolves upon the ac- 
countant to determine the extent of 
the possible penalties that may ulti- 
mately arise from any _ possible 
violations. 

In order for him to do that, he has 
to know and understand the wage 
stabilization act, and all the confus- 
ing and conflicting rules pertaining 
thereto. He has to understand Gen- 
eral Order 31; he has to know 
whether there was a plan in force; 
and some record of the plan. If he 
finds a record of the plan, if the*plan 
has, in his opinion, been properly 
drawn, or if he finds that they have 
been keeping proper records in an 
attempt to comply, it would seem 
to be indicated there was no wilful 
violation of the law. If, on the other 
hand, he finds no records or explana- 
tion of increases, no attempt to com- 
ply with the law, or increases have 
been given indiscriminately, there 
may have been violations sufficient 
to warrant the imposition of penalties. 

Then the question arises, as to 
whether and to what extent, it be- 
comes necessary for the accountant 
to examine in detail all the payroll 
records and for him to determine 
whether or not there were violations 
and to what extent. When you come 
to that point you make the account- 
ant the weigher of events, and if he 
is to say in his report that there were 
violations then he becomes the judge 
at that point; and I don’t agree with 
that at all. 

For instance, if you take the penal- 
ties that have been imposed in rela- 
tion to the total number of violations 
believed to exist, you will find, I 
think, that the percentage of penal- 
ties is an infinitesimal percentage of 
what we think might be imposed, 
and that in possibly only a very rare 
instance will the penalty ever amount 
to so large a proportion of the capital 
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of a business concern so as to mate- 
rially affect the financial condition . . . 
* *K K K * 


(ApRrAM H. StockMan — chief 
entorcement officer of Regional War 
Labor Board): I’d like to address 
myself to the remarks of the last 
gentleman. 

I, of course, do not want to partici- 
pate in a discussion of the question 
whether or not the accountant should 
advise his client and to what extent 
he should advise his client of possible 
violations. What the accountant 
should do from that point on is not 
my concern and is something you 
gentlemen have to decide among 
vourselves. 

I am moved to speak because the 
gentleman said that the amount of 
disallowances which have been as- 
sessed in terms of the _ possible 
amount of the payroll that may have 
been involved—all payrolls involved 
throughout the country—was prob- 
aby infinitesimal; and I think he’s 
“hit it on the head.” That is true, 
but there is a reason for it. One rea- 
son is that probably the Salary 
Stabilization Unit as well as the War 
Labor Board was a little late in get- 
ting started in attempting to secure 
compliance with the law. 

It wasn’t until at least six months 
after October 3, 1942 that this 
regional board in New York had any 
attorneys assigned to the problem 
of enforcement. Naturally, when 
they did start to do something about 
it, they weren't able to do a great 
deal in the first few months of opera- 
tion. It was a question of getting 
a staff, which the Government needs 
and finds as difficult to recruit as pri- 
vate employers, and for the longest 
while there was nothing more than 
mere improvisation in attempting to 
get compliance. But, as time has 
gone on, the Board has been taking 
a stricter view of things. 

A good many cases that started in 
the early days of 1943 or in the mid- 
dle of 1943—are just about reaching 
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fruition. They’re being processed 
and the amounts to be disallowed 
will be getting much larger. We have 
at least six more months to run be- 
fore the Act expires, and I know that 
itis the pattern throughout the coun- 
try with all regional boards that dis- 
allowances are getting larger. The 
large cases are now bearing fruit, so 
to speak, and might be one answer 
to why it is that, up to date, the 
amounts which have been disallowed 
are small in comparison to the total 
amount of the payroll. 

Now with respect to what is a 
violation, of course, I am an attorney 
and do things as an attorney. I have 
the feeling and am of the opinion 
that, toa great extent, it is a lawyer's 
job. There are questions involving 
what work a man did, what work 
does a man do today, which, I will 
say, only a lawyer can really develop 
to the extent necessary to persuade 
Government officials that there was 
no violation. 

\When you get into the question of 
whether there were any extenuating 
circumstances, again it may be some- 
thing which a lawyer is somewhat 
better equipped to assess and advo- 
cate than an accountant. That of 
course doesn’t necessarily determine 
what you should do; but I think you 
have to recognize that, while you are 
auditing payroll records, the effect 
of what you find is sometimes a very 
close question of law and fact, and is 
something upon which I think you 
should get counsel’s opinion. He 
might be just as wrong as you, but 
it’s counsel’s opinion... 

*x* KK KX 


I want to comment on what the 
speaker said preceding Mr. Stock- 
man. I don’t think the criterion is 
whether the War Labor Board or the 
Treasury Department are imposing 
many or substantial penalties. The 
law provides that they have a right 
to impose penalties. Our criterion, 
n income tax matters, is that it is 
he aceountant’s responsibility to see 
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that an income tax return is pre- 
pared correctly regardless of the fact 
that many returns are never ex- 
amined by the Bureau of Internal 
Revenue and that errors may never 
be discovered. The criterion, in wage 
stabilization matters, is that the law 
provides for the imposition of the 
penalties... 
* * K K * 


Practices and experiences in connec- 
tion with investigations by en- 
forcement agencies; voluntary 
steps taken by employers to cure 
possible violations. 


The most constructive service an 
accountant can render to his client is 
to point out that, even if there is the 
least bit of doubt, the client should 
try to resolve the doubt, and cure 
the defect. My opinion, your opinion 
or even the lawyer’s opinion, isn’t as 
good as the War Labor Board’s 
opinion; and of course, in curing 
these defects, the client may be bring- 
ing to the attention of the enforce- 
ment agencies violations which they 
might not otherwise discover. That 
is a matter to which the client must 
give serious consideration ... 

*x Ok OK OK Ok 


It is true that the enforcement 
agencies attempted to be quite 
lenient at the outset; but it has also 
come to my attention that the policy 
is being changed and that retroactive 
approvals cannot be obtained right 
now. I think that it would be very 
difficult to obtain retroactive ap- 
proval at this time; and, as a matter 
of fact, the very presentation of ap- 
plications these days becomes dan- 
gerous because, I think, the enforce- 
ment agencies are scanning those for 
the violations they may disclose... 


KOK OK KK 


Mr. StockMAN: I think there is a 
lot to what the last gentleman said 
about the Board not being as lenient 
at the present time as it was in the 
past. I think that was bound to hap- 
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pen. There was bound to come a 
point when the Board became a little 
more sophisticated—when it was 
going to tighten up. I think it is 
just as well to be aware of the fact 
that the Board, in its rulings as well 
as in its directive orders settling dis- 
pute cases, is becoming tougher. 
Dispute cases are becoming tougher 
because there is little possibility of 
granting further wage adjustments. 
At the beginning when wage con- 
trols were new, a lot of things were 
approved which can no longer be 
done. 

In the past, when an application 
came in with a disclosure that some 
unauthorized adjustments had been 
made, and a ruling would be issued 
granting some sort of approval of 
rates requested, the ruling would be 
made effective as of the date of its 
issuance, and the question of retro- 
active approval of what had been 
done in the past was referred to the 
enforcement section of the Board. 

Now that caused a great deal of 
difficulty, especially in situations 
where John Doe, an employer, gave 
Employee A an increase and didn’t 
give it to Employee B who was 
doing the same type of work and 
was in the same job classification. 
It may very well be that, as a result 
of the ruling of approval which 
granted a 5¢ increase, B was entitled 
to that amount of back wages. By 
putting the ruling in the form in 
which it was phrased, B wasn’t get- 
ting that nickel; A had already got- 
ten that nickel, and if the case were 
eventually washed out in one way or 
another, B still wouldn’t get his 
nickel and A would already have 
had his. 

That was a manifest injustice, a 
simple matter of procedure which 
just escaped us until it became a 
problem. The result is that now, if 
a rate is approved, you get approval 
retroactively to the date which you 
request, for the purpose of making 
whatever correctional adjustments 
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you may make under that type of 
ruling; but it doesn’t serve, by the 
mere use of the words “retroactive 
approval” in that context—it doesn’t 
serve as washing out the violations 
which the client has already com- 
mitted, the adjustments which he 
has anticipated. So in the illustra- 
tion that I have given you, the new 
type of ruling permits the employer 
to go ahead and give Employee B 
that nickel which he didn’t give at 
the time he gave it to A; but, with 
respect to A, the question of viola- 
tion is still there—the employer has 
to settle with the enforcement 
section. 

Now I think there has probably 
been some confusion, not only among 
you gentlemen but among lawyers 
as well, as to just what we have done 
by way of this change... 

xe KOK x 


In the case of the Treasury De- 
partment, the applications are in 
totally different form from those of 
the War Labor Board. While the 
War Labor Board application deals 
with groups of employees in job 
classifications and rate ranges, Ap- 
plication SSU-1 of the Treasury De- 
partment deals with individuals and 
provides for disclosure of all in- 
creases granted to the individuals 
since 1941 ; accordingly the Treasury 
Department is at an advantage in 
dealing with stabilization matters in 
that when they approve a future in- 
crease they have before them the 
record of past increases. 

The Treasury Department, too, 
has been more lenient up to the pres- 
ent time than the future prospect 
indicates. In the past, I would say, 
as a general policy, the Treasury 
Department has approved, retroac- 
tively, the increases which were 
previously given, and they generally 
would state that “John Doe’s in- 
crease of May, 1944 (the increase 
previously granted without approv- 
al), has been specifically approved as 
of that date”. However, where in- 
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creases given in the past were 
deemed to be unwarranted or con- 
trary to the stabilization laws, the 
Treasury Department has generally 
refused to approve further increases. 

That was their policy up to re- 
cently ; however, at the present time, 
they have also changed their meth- 
ods of handling these situations. 
The Treasury Department has now 
set up a contravention unit which is 
very much similar to the enforce- 
ment attorney’s office at the War 
Labor Board. Now all matters that 
appear to be in contravention are re- 
ferred to that unit for special atten- 
tion... 

* * *K K 

A recent experience that I had 
involved an audit by the Wage and 
Hour Division of a public contract 
under the Walsh-Healey Act; and 
in that connection, the audit was ex- 
tended to wage stabilization com- 
pliance. 

The wage-hour auditor prepared 
what he called a “List of Violations” 
and sent it to the enforcement attor- 
ney and to the War Labor Board for 
their review. The enforcement at- 
torney thereafter sent the employer 
a notice to appear and discuss the 
case with him. 

I appeared on behalf of the em- 
ployer and discovered that a com- 
putation of violations involving over 
$400,000 had been made by the in- 
vestigator of the Wage and Hour 
Division. 

Query: Firstly, from the balance 
sheet viewpoint, if you had to pre- 
sent the balance sheet at that mo- 
ment, what’s the liability ? 

I followed through, looked into the 
case carefully, made analyses and 
found that, in many instances, the 
client had increased the salaries only 
up to the going rates of the industry. 
Fortunately there were going rates 
published for this industry, although 
they are not published for every 
industry at the present time. 

Upon the filing of Form 10, virtu- 
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ally all rates paid by the client as at 
that date were approved. Upon the 
filing of applications with the Treas- 
ury Department for those employees 
subject to their jurisdiction, virtu- 
ally all past increases—in fact, all 
past increases—were approved. 

At that point the matter was re- 
ferred back to the enforcement at- 
torneys and, having shown to the 
enforcement attorneys that the vio- 
lations (and they were violations) 
were more of a technical nature 
rather than contrary to the stabiliza- 
tion policy (when I say “technical 
nature” I refer to the fact that the 
going rates for the industry were 
higher than the rates paid by the 
client), the enforcement attorneys 
took that fact into consideration and 
the case was finally settled for 
$2,500; that doesn’t mean cash, but 
rather a salary deduction disallow- 
ance penalty. 

What was the accountant’s re- 
sponsibility had he prepared the bal- 
ance sheet prior to the settlement? 
How could one actually determine 
that a possible violation of $400,000 
would have been settled for $2,500— 
and I say to you rightfully settled 
for $2,500, because the violations 
were mostly of a technical nature? 


* *K* KK * 


Are accountants qualified by train- 
ing and experience to detect in- 
stances of failure to comply with 
regulations, and to decide whether 
these instances may result in vio- 
lations and penalties? 


Can accountants detect instances of 
failure to comply without exten- 
sion of usual audit procedures? If 
extension of audit procedures is 
necessary, what are some of the 
steps which should be taken by an 
accountant during the course of 
his audit? 


By a study of the law the account- 
ant is, in my opinion, competent, or 
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he can become competent, to detect 
material violations. 

Of course, anyone can recognize a 
flagrant violation. Anyone can rec- 
ognize a violation that he is told 
about and one which, on the surface 

~based upon common sense—can be 
recognized to be a violation. The 
question really could be stated as 
follows: Should the accountant ex- 
tend his audit procedure in order to 
determine whether there have been 
any wage stabilization violations? 

In my opinion the accountant 
should at least make a test check to 
determine if there are salary stabili- 
zation violations. ° 

The last part of the question 
reads: “If extension of audit proce- 
dures is necessary, what are some 
of the steps which should be taken 
by an accountant during the course 
of his audit?” Of course this is on 
the assumption that the accountant 
should extend his audit. I listed a 
few steps that the accountant should 
take if he does extend his audit 
procedures: ; 

First, he should inquire into the 
organization of the client which is 
set up to deal with the law. In large 
organizations, there usually is some 
employee that has been placed in 
charge of studying the law and 
guarding against stabilization viola- 
tions and acquainting himself with 
the increases that may or may not 
be granted without approval. 

The accountant should also ex- 
amine the internal records main- 
tained for that purpose. The law 
intends that all increases be recorded 
somehow with the reasons therefor; 
and, if the client has proper records 
they will indicate whether an increase 
has been given by reason of a pro- 
motion, if so from what position to 
what position, and as of what date, 
or if an increase has been given for 
merit or length of service or other 
reasons for which increases may be 
granted. 

Then, the accountant should ascer- 
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tain whether or not there are pub- 
lished rates for the particular industry. 

What tests can an accountant 
make without extending the audit 
program too greatly? The tests 
would vary with different types of 
situations. Wages and salaries sub- 
ject to the War Labor Board rules 
require different procedures from 
those subject to the Treasury De- 
partment. Furthermore, procedures 
would vary even with the employees 
that are subject to the War Labor 
3oard, because if the employer has 
generally sought approval for in- 
creases there would be one type of 
examination; whereas if no approv- 
als have been obtained, or only a 
few, a different procedure would 
have to be followed. 

Where approvals have been ob- 
tained—that is, where Forms 10 or 
SSU-1’s were filed—the accountant 
should review the applications for 
approval and the related correspond- 
ence. 

He should then test compliance 
with the approvals. That is simple, 
because if you have the applications 
and you know the rate ranges that 
have been approved, it is easy to re- 
fer to the payroll to see what rates 
are being paid for the positions in- 
volved. The accountant should test 
the compliance as to the amounts of 
increases granted and the periods in 
which they were made. 

For those employees who come 
under General Order 31 the test will 
also cover compliance with the 
5¢-and-10¢ rule. The accountant 
should also test bonuses paid to see 
that they comply with the regulations. 

He should also test the salaries 
paid to a few employees who have 
been hired during the year to see 
that they are being paid the legal 
rates. He should determine that the 
rates for new departments and new 
jobs have been legally established 
and determine whether approvals 
had been obtained. Of course, that 
procedure is rather simple because 
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where applications have been filed, 
there is a definite record with which 
to check. 

Now where approvals have not 
been obtained by the client, the ac- 
countant has a more difficult task. In 
that case, you have to determine, by 
the nature and size of the client, the 
extent of the test. 

In the average case three impor- 
tant job classifications should be 
chosen; those job classifications 
should cover at least 10% of the em- 
ployees and a minimum of ten to 
twenty employees, depending upon 
the size of the organization. Of 
course this is merely suggested, be- 
cause the size of the organization 
and its set-up, will influence the ex- 
tent and method of the test. 

The job classifications selected 
should involve duties which were 
similar at October 3, 1942, and at the 
test date. Single rate jobs should be 
checked differently from rate ranges 
jobs because in the case of single 
rate jobs approval is necessary for 
all increases. 

Then determine the minimum and 
the maximum rates which were paid 
on October 3, 1942 for the selected 
job classifications, and as of the test 
date. That is relatively simple be- 
cause the payroll records will gen- 
erally disclose the facts. Compare 
the 1942 rate range with the mini- 
mum and maximum rates which are 
being paid at the test date and viola- 
tions, if any, will thus possibly be 
recognized. 

Of course, if there are going rates 
for the industry, they should be com- 
pared with the rates being paid, to 
determine whether the improper 
rates being paid, if any, are in excess 
of the going area rates for the in- 
dustry. If the area rate ceiling has 
not been pierced, the violation is 
technical in nature and, in my experi- 
ence, leniency has been shown in 
such cases. Of course compliance 
should be tested, where no applica- 
tions were filed, as to bonuses, rates 
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of new positions, rates in new de- 
partments, etc. 

The procedure | have outlined for 
the test of War Labor Board com- 
pliance may not be the procedure 
that an accountant would ordinarily 
follow in the first instance for the 
reason that the tendency would be 
to select employees for testing, and 
not positions, and to review the in- 
creases given them. My experience 
has been that you get yourself en- 
tangled very deeply by checking in- 
dividual employees for the reason 
that an employee may have received 
four or five increases during the 
stabilization period, and that promo- 
tions have been made, many of the 
increases so tested will be found to 
be warranted. Furthermore, if the 
test is made on the basis of the in- 
dividual employee, you may wind up 
by getting into almost every job 
classification, and job wage and rate 
range in the plant, and the test 
might become unreasonably exten- 
sive. However, if job classifications 
were tested — three or four of them, 
it would give the accountant a 
greater opportunity to determine if 
a violation had taken place, in less 
time. 

In the case of Treasury Depart- 
ment compliance, applications and 
communications should be examined. 
The Treasury Department holds that 
all increases, except where a rate 
range exists—(and most positions 
subject to the Treasury Department 
do not have rate ranges)—require 
specific approvals; so that the rate 
being paid for that position on Octo- 
ber 3, 1942, should therefore be 
checked with the rate being paid at 
the test date and approvals should 
have been obtained by the client for 
increases between the two dates. 

In the case of ‘Treasury Depart- 
ment’ employees, a reasonable test 
check for many firms would cover 
10% of the executives, including a 
minimum of three highly-paid ex- 
ecutives. Also, all increases to the 
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employees selected should be checked, 

since October 27, 1942 as to salaries 

of $5,000 or less, and since October 

3, 1942 in the case of salaries over 

$5,000 and compared with the appli- 

cations filed. Explanations should 
be obtained from employers as to 
the reasons for the increases granted 
and to determine whether they have 
been properly granted. . . 
x OK OK OK 

Is it not true with respect to wage 
stabilization — as with all other mat- 
ters coming within the purview of 
the public accountant—that the 
matter of internal control and organ- 
ization of the client is an extremely 
important consideration. 

If the public accountant satisfies 
himself that adequate control exists, 
that competent people are in charge, 
that the client’s payroll work and 
program are being properly executed 
and that no deception is being prac- 
ticed, he may confine his investiga- 
tion to inquiries and limited test 
checks. On the other hand, where 
the client is small, is not properly 
advised, is poorly organized, and has 
no regular plan for wage and salary 
increases, it devolves upon the ac- 
countant to advise that a thorough 
investigation be made to determine 
whether violations exist. Under these 
circumstances the auditor must sub- 
stantially increase the scope of his 
examination. . . 

* * Ke K * 

How can an accountant evaluate 
in dollars the probable penalty 
which may result from the in- 
stances of failure to comply which 
have come to the accountant’s at- 
tention? 





If provision is to be made in the 
financial statements for possible 
liability, in what precise form 
shall it be made? If a reserve is to 
be provided, how should the re- 
serve be described? 


With your permission I should 
like to add a third question of my 
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own and to change the order of dis- 
cussion, 

If in the judgment of the public 
accountant it is necessary to increase 
the scope of his examination to as- 
certain, because of lack of sufficient 
internal control, whether any liabil- 
ity exists and he cannot obtain per- 
mission from the client to do so, how 
should that fact be disclosed? Should 
it be disclosed if there is no reason 
to suspect any violation? 

First, I should like us to consider 
the matter of the financial state- 
ments and the report. In doing so 
we must try to determine broadly 
the degree of violation or non-com- 
pliance, whether it is inconsequential 
or material. We should, of course, 
consider whether or not a penalty 
has already been imposed. Obviously, 
this is not difficult to ascertain. 

Second, with respect to the actual 
display of these facts, we should first 
consider the balance sheet. Should a 
specific liability be shown thereby 
reducing the net worth and, if so, 
how should this be labeled? Are 
there conditions under which this 
method might be too emphatic a way 
of indicating the situation? Should a 
footnote appear on the balance sheet 
directing attention to the fact that 
such a liability exists or may arise? 

Third, with respect to the income 
statement, if the violation has taken 
place during the current fiscal period, 
should that be reflected in the cur- 
rent income statement either by a 
provision of an amount deducted 
from profits, or should a footnote be 
made explaining the nature and 
possible extent of such violation? 
Further, if a short form of certificate 
is not furnished or if a detailed report 
is being rendered, should the ac- 
countant elaborate in the text matter 
of his report as to the nature and 
his understanding of the possible 
violations or non-compliance, or should 
he simply confine his reference to a 
short footnote on the statements as 
previously suggested. 
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Now with respect to a short form 
report in which an opinion is given, 
where should the qualification as to 
violations be stated —in the opinion 
paragraph or elsewhere? 

We should also consider situations 
where the accounts are being ex- 
amined throughout the year and in- 
terim monthly or quarterly reports 
are being issued. How should the 
matter be handled in such instances? 

Should as full disclosure be made 
in the interim reports as is made at 
the year end report? Should it be 
made in exactly the same form? 
Should it be repeated as frequently 
as the reports are issued? 

x kK kK OK * 


What appears to have been forgot- 
ten by all of the members who have 
spoken is their responsibility to third 
parties. When we issue a financial 
statement which is to be used for 
credit purposes, we assume a respon- 
sibility. 

I would like to refer the members 
to the articles which were published 
in “The New York State Certified 
Public Accountant” which might be 
well worth reading. One was by 
Kostelanetz and the other by Saul 
Levy. They have an important bear- 
ing upon this question. 

I would also like to refer them to 
Rule 5 of the Code of Ethics of the 
New York State Society. The re- 
sponsibility we face is that related 
to the financial statement. 

There has been some confusion 
here tonight as between possible and 
known violations. A possible viola- 
tion is not an actual one. A known 
violation is one where the enforce- 
ment agency of either the War Labor 
3oard or the Salary Stabilization 
Unit has set down the amount after 
hearings have been granted to the 
employer. The known violations are 
not subject to court review. 
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When we as accountants are con- 
fronted with the latter situation, we 
must provide for the liability in the 
balance sheet. On this point we our- 
selves do not want to become per- 
sonally liable for gross negligence, 
and I would refer you to the Court 
of Appeals’ decision in the State 
Street Trust Company case as to 
what your liability is. 

It is my opinion—which I follow 
in my own practice—that in so far as 
our opinion is expressed in the bal- 
ance sheet we set up a liability, but 
do not ear-mark it. We are not en- 
gaged as informers; we have no right 
to jeopardize the interests of our 
clients by setting forth, in the bal- 
ance sheet or in the opinion, that 
there may be possible violations 
which may subject the clients to 
penalties. 

We however are required to pro- 
tect ourselves against third parties 
by setting forth rather clearly what 
our opinion of the balance sheet is; 
I have two suggestions to offer, and 
that is: that, in expressing an opinion 
we make a statement somewhat along 
these lines: “Subject to changes, if 
any, resulting from examinations by 
Federal or State authorities, the fi- 
nancial statement in our opinion 
fairly shows the position of the com- 
pany”; or else use another phrase, 
which is: “Subject to the contractual 
and contingent liabilities which arise 
in the regular course of business”. 

I think, that, from that viewpoint 
then, we have made the proper dis- 
closure. We have assessed the value 
which we place upon the balance 
sheet, we have brought it to the at- 
tention of third parties ard, if any 
question comes up at a future time, 
we have protected ourselves. That 
is what I think all of you are trying 
to do. We have also dealt fairly with 
the client and dealt fairly with third 
parties who receive the statement. 
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Responsibility of the Accountant for Known 
and Possible Violations of the Salary 
Stabilization Act and Other Federal 
Wartime Emergency Acts 


By Cuarces Hecurt, C.P.A. 


re Boris Kostelanetz aptly said in 
“The New York Certified Pub- 
lic Accountant” (July 1943), “Ever 
present in the background of an ac- 
countant’s complex practice today 
is the subject of his legal responsi- 
bilities.” 

The responsiblity of the accountant 
for known and possible violation of 
the Salary Stabilization Act of 
October 2, 1942, is susceptible of 
division into two main parts: 

1. What is meant by known and 

possible violations? 


2. To whom and for what is he 

responsible? 

An article by David C. Anchin in 
the October 1944 issue of the Jour- 
nal of Accountancy titled “Common 
Wage Stabilization Violations, their 
Avoidance and Correction”, is a 
timely contribution to the subject 
under discussion. 





CuHartes Hecnt, C.P.A., author 
of Responsibility of the Account- 
ant for Known and Possible Vio- 
lations of the Salary Stabilization 
Act and Other Federal Wartime 
Emergency Acts has been a mem- 
ber of the Society since 1907 and 
has been active on a number of 
committees. He is serving at 
present as Chairman of the Com- 
mittee on Education. Mr. Hecht 
is a certified public accountant of 
Connecticut and is a member of the 
American Institute of Accountants. 











How can the accountant deter- 
mine the difference between “a 
known” and “a possible’ violation 
of the statute? I am of the opinion 
that a “known” violation exists 
when the agency charged with the 
administration of the statute finds 
that there is a violation and imposes 
money penalties provided therefor. 
It is to be remembered that the find- 
ings of the agency are not subject 
to Court review. Such agency is the 
investigator, the prosecutor and the 
court of last resort. Following the 
majority opinion of the Court of 
Appeals in the State Street Trust 
case (278 New York 104—decided 
1938), it would appear that there is 
no choice left to the accountant ex- 
cept that of including the liability 
in the financial statement even 
though it had not theretofore been 
entered on the books of account of 
the violator. To do_ otherwise, 
would subject him, in the words of 
the Court, to “a charge of gross 
iegligence, leading to an inference 
of fraud.” 

It would appear that his responsi- 
bility is less definite when it comes 
to considering a “possible” violation. 
The statement on Auditing Pro- 
cedures, Bulletin No. 21, of the 
American Institute of Accountants, 
reads as follows: “Where the inde- 
pendent accountant, in the course of 
his usual examination, comes upon 
information which leads him to be- 
lieve that the client may have vio- 
lated one of the wartime regulations 


Presented at the Meetings of the Regional Conference of The New York State Society 
Certified Public Accountants on September 7, 1944. 
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and, as a result of further inquiry, 
he is reasonably certain that a viola- 
tion has occurred, the matter should 
be brought to the attention of the 
management with a recommenda- 
tion that adequate provision be 
made in the financial! statements for 
the resulting liability. Where in- 
adequate provision is made and the 
amount is material, the accountant 
should take an exception in his 
opinion on the financial statements.” 
The Bulletin suggests that the ac- 
countant should take an exception, 
and continues by stating “if the ex- 
ception may be of sufficient impor- 
tance to nullify the opinion, he 
should consider whether he is war- 
ranted in expressing any opinion.” 
Reference, again, to the State Street 
“state- 
ment of no opinion” would not re- 
lieve the accountant from responsi- 
bility. It would, in the words of the 
Court, “raise the inference of fraud.” 


How far then should the account- 
ant go in expressing an opinion with 
respect to “possible” violation of 
Federal Emergency War statutes, 
and should he express no opinion? 
In the light of recent decisions, it is 
apparent that the accountant should 
express an opinion on possible vio- 
lations, and it seems appropriate 
that in the opinion accompanying 
the statement which is to be re- 
leased, even where there is no appar- 
ent violation, there shall be included 
the phrase, somewhat in the follow- 
ing language: “subject to changes, 
if any, resulting from examinations 
by Federal or State authorities”, or 
“subject to the contractual and con- 
tingent obligations incurred in the 
ordinary course of your business”. 

It may be argued that possible 
violations are the normal risks in- 
herent in any business enterprise. 
This is not so. The risk of possible 
violations is an abnormal one, whose 
consequenees may lead to financial 
impairment, or even to financial 
ruin. 
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The Stabilization regulations 
make provision for correcting possi- 
ble violations and it would appear 
that the accountant should suggest 
the necessity for removal of the 
possible violations to avoid disclo- 
sure in the financial statement of a 
liability which may be non-existent 
or which at the moment is a con- 
tingent one. 

It is to be presumed that the 
possible violations are so glaring 
that the tests would make disclo- 
sure inevitable, thus raising the 
question whether there has been wil- 
ful violation. Is the accountant 
competent to make this decision? I 
believe not. The accountant is not 
an advocate. The complexity of the 
Federal War Emergency statutes, 
regulations and interpretations, and 
the fact that as stated before, penal- 
ties imposed by administrative 
agencies are not subject to Court 
review, make it necessary to recom- 
mend to his client where possible 
violations have occurred, that the 
client shall take immediate steps to 
remedy the situation, and that in the 
best interests of the client and of 
third parties, counsel skilled in the 
knowledge of the Emergency War 
statutes be retained for this pur- 
pose. By so doing, the accountant 
discharges the responsibility which, 
by the nature of his engagement, he 
must assume to himself, to his cli- 
ents and to third parties. 

I am of the opinion that the an- 
swer to the responsibility phase of 
this question may also be found in 
the State Street Trust case. Al- 
though the facts in this case were 
far removed from the violation of 
Federal Emergency War statutes, of 
which the Stabilization Act is one, 
nevertheless the opinion of the 
Court has, I believe, some bearing 
on the question of responsibility. 
In that case, the Court showed that 
gross negligence on the part of the 
accountant raised the inference of 
fraud. The opinion, in part, states: 
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“The accountant’s liability is not 
discharged by merely setting up the 
items on the books. He must inquire 
whether the books show the true 
financial position of the business. 
The statement of an officer in writ- 
ing as to the business’ financial con- 
dition cannot be relied upon unless 
there has been a check-up made.” 

To sum up, what is the account- 
ant’s responsibility to his client, to 
third parties, and to himself? 

The accountant’s responsibility to 
his client and to third parties must 
be considered together, since it can 
be said that one begins where the 
other leaves off. 

In the Ultramares case (255 New 
York 170), the Court pointed out 
that the service of the accountants 
was primarily for the benefit of the 
client and only collaterally for the 
use of the client’s creditors. It 
would seem, therefore, that an ac- 
countant might be primarily liable 
to his client for negligence as 
opposed to gross negligence which 
gives rise to an inference of fraud. 
For gross negligence an accountant 
might be liable to third parties. In 
this connection, it may be pointed 
out that while in O’Connor vs. 
Ludlam (CCA 2d) (1937) 92 Fed. 
(2d) 50, the Court held that the ac- 
countant’s misconception of the 
legal significance of a trust inden- 
ture did not result in an assertion 
of knowledge but rather one of 
opinion, and no fraud could -be es- 
tablished, that the action in this case 
was instituted by third parties, and 
if the suit had been brought by the 
client, liability for negligence might 
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have accrued. Applying this to an 
accountant’s liability in matters of 
Wage Stabilization, the following 
workable rules evolve: To _ his 
client, the accountant owes a duty 
of diligence in making known the 
provisions of the Wage Stabilization 
Act and its interpretations and in 
bringing to the attention of the man- 
agement violations that the account- 
ant unearths within the scope of his 
examination. To third parties, the 
accountant owes a duty of having 
his opinion reflect inadequacies in 
reserves set up for “known” or 
“possible” violations, by at least a 
statement that reserves are inade- 
quate. 

The accountant’s responsibility to 
himself is two-fold since considera- 
tion must be given to his ethical 
conduct in the light of the Rules of 
Professional Conduct of the New 
York State Society of Certified Pub- 
lic Accountants, and to his responsi- 
bility, if infractions of rules lead to 
financial liability through damage 
suits. Rule 5 of the Rules of Pro- 
fessional Conduct outlines an ac- 
countant’s obligations in regard to 
expressing his opinion, and Mr. Saul 
Levy emphasized in his article in 
the September 1942 issue of “The 
New York Certified Public Account- 
ant” that an accountant’s opinion is 
a technical opinion, an informed 
opinion, an expert opinion and an 
independent opinion. As for an ac- 
countant’s financial responsibility, if 
he discharges his ethical responsi- 
bility, his financial responsibility 
will automatically take care of 
itself. 
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Can Bookkeeping Be Taught Intelligently 


Without Accounting? 
By NaTHAN H. Lenert, C.P.A. 


i the November and the Decem- 
ber issues of this journal Mr. 
Klein and Mr. Raskin, respectively, 
take issue with me for condemning 
our high school practice of mixing 
accounting in the teaching of ele- 
mentary bookkeeping. By this I 
mean introducing the concepts of 
asset, liability and capital in the very 
first lesson; explaining bookkeeping 
entries with the theory of debit and 
credit, teaching financial statements 
and closing entries before control- 
ling accounts, corrective entries 
and cash reconciliation. (See the 
September issue of this journal) 


I condemn this practice on two 
grounds: First, bookkeeping and 
accounting are two separate and dis- 
tinct occupations. And since the 
great majority of the bookkeeping 
students will never use accounting 
their time should not be taken up in 
studying it. In modern offices, even 
bookkeepers occupying highly re- 
sponsible positions have no need for 
theorizing on “exchange of values”, 
nor have they the opportunity to 
prepare financial statements—the 
accountant’s main job. The time 
spent on accounting should be spent 
on more bookkeeping, more business 
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author of Can Bookkeeping Be 
Taught Intelligently Without Ac- 
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the Society since 1932. He gradu- 
ated from the College of the City 
of New York with a B.S. degree 
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1921, 











1945 


practice, and on improving the ac- 
curacy and speed of arithmetical 
calculations. 


Second, if it is necessary to teach 
high school students some account- 
ing practice and theory, it is much 
better pedagogy to teach it to them 
after they have finished studying book- 
keeping, not before. The mere handling 
of the accounts in numerous trans- 
actions and in several sets during 
their bookkeeping course conveys to 
the students the significance of the 
accounts better than any teacher’s 
explanations. Learning a _ theory 
then means seeing known facts in a 
new relationship. Learning finan- 
cial statements means classifying 
and arranging familiar categories. 


In no other high school subject do 
teachers dare present theory before 
practice; teach by means of discus- 
sion something that the pupils can 
learn from their own work; teach 
the advanced material before the 
elementary material has _ been 
mastered. Only in the bookkeeping 
class is the cart placed before the 
horse, making the work more diffi- 
cult both for the teachers and the 
pupils. 

Messrs. Klein and Raskin defend 
the present high school practice 
with the argument that under my 
plan the commercial schools would 
become mills for grinding out robot 
bookkeepers trained in “a maze of 
arbitrary rules learned by memo- 
rization”. In contrast to this the 
schools aim to prepare the students 
“for living a complete life’; to pro- 
vide “an enriched course” which will 
“develop in each individual the 
knowledge, interest, ideals, habits 
and powers whereby he will find his 
place, and use that place to shape 
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both himself and society toward 
even nobler ends”. 

Let me reduce the bone of con- 
tention between my critics and my- 
self. 

No more than they do I want 
robot bookkeepers who operate by 
the force of memory. On the con- 
trary, from the very beginning of 
the course I want our young people 
to know the reason for everything 
they are doing. I also want the 
schools to take advantage of their 
opportunity and surround the stu- 
dents with an environment that will 
develop in every individual those 
powers, and interests, and will foster 
in him those habits which will make 
him a happier and more successful 
man and fellowman. 

But from here on we differ. My 
critics find teaching that work which 
the business world calls bookkeep- 
ing, that is, record keeping, too 
dull and mechanical to stimulate 
thought; for the only way they 
know of teaching it is by rote. Such 
courses they reserve for students 
who are not “educable on the 
secondary school level”. What my 
critics like to teach is something 
that has a philosophy behind it. 
Finding none in bookkeeping they 
borrow some from accounting. 
When they teach the theory of the 
equation of the balance sheet, they 
get the feeling that they are en- 
gaged in secondary education and 
that their students are becoming 
thinking, cultured people. 

Having given their pupils a taste 
of accounting without noticing any 
ill effects, my critics are encouraged 
to feed them a whole meal of it. So 
that before the class is half way 
through the bookkeeping course it 
is taught the preparation of finan- 
cial statements and closing entries. 

I, on the other hand, find in book- 
keeping, which is the art of record- 
ing business transactions systemati- 
cally, ample reasoning to stimulate 
thought. The philosophy behind it 
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is system and efficiency, a philosophy 
that Ph.D. dissertations have been 
written on. Applying it, I would 
develop with the students proper 
entries for different kinds of trans- 
actions and proper books, including 
special columns, for different busi- 
nesses. The goal of perfection 
would be a record that would con- 
tain all the necessary information, 
that could be made with a minimum 
of writing, in a way that its accuracy 
is controlled and that could be 
located in a minimum of time when- 
ever wanted. As for rules to be 
memorized, the only rules adopted 
would be those established by the 
self activity of the pupils under the 
guidance of the teacher. 


When my critics’ pupils are con- 
fronted with a new situation their 
problem is how to fit it in the capital 
equation, When my pupils would be 
similarly placed they would reason 
out what to do, using their common 
sense and whatever knowledge of 
system they would possess. Expedi- 
ency in record keeping is a safer 
guide than the theory of debit and 
credit. 

Not only would my bookkeeping 
course, bringing the atmosphere of 
the office and the market into the 
classroom, be interesting to young 
people, but it would also prove an 
educating force. It would supply 
them with knowledge about the in- 
dustrial, commercial and _profes- 
sional worlds; it would develop 
their individual powers used in the 
learning process; it would establish 
in them habits of working systemati- 
cally and checking their results; it 
would, above all, enhance their 
personality by giving them at the 
beginning of the course, and more 
from day to day, the self confidence 
emanating from their ability to per- 
form tasks that the world of affairs 
demands, that it is willing to pay 
for, that many adults are engaged 
in. 
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Can Bookkeeping Be Taught Intelligently Without Accounting? 


My critics, however, belittle the 
educational value derived from 
purely vocational training. In spite 
of the lip service they are rendering 
it, they aim at only a “measure of 
vocational competence” and stress 
the “enriched course” that vields 
cultural values. Hence they prefer 
the cultural approach to the teach- 
ing of even a vocational subject. 

My critics clinch their argument 
with a barrage of authorities — 
authors of books, city and _ state 
officials, and the United States 
Armed Forces Institute. 

Citing authorities in a question on 
which we ourselves are competent 

pass judgment is not a valid 
method of argument. It can only 
have the pernicious effect of stifling 
criticism and. retarding progress. 

Mr. Raskin justifies the methods 
in vogue in our high schools by the 
fact that our businesss men and ac- 
countants employ the graduates of 
these schools. Doesn’t he realize 
that they have no alternative even 
when they have complaints? The 
shortcomings of the inexperienced 
graduates are always attributed to 
the lag betweeen theory and prac- 
tice which my method would dimin- 
ish. The businessmen and account- 
ants of thirty years ago employed 
the graduates of our schools who 
were instructed by methods that 
Mr. Raskin now condemns and that 
his authorities then condemned. 
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Not as an authority, but as an 
illustration of how my _ method 
orks out, let me refer my critics 
to “Bookkeeping and Accounting 
Practice” by Lenert and McNamara, 
published by The Gregg Publishing 
Company, where bookkeeping is 
1¢ht in volume one and accounting 
‘ume two. The student of vol- 

one sees a reason for everything 
loes, not a reason taken from 
lume two, but a reason implied in 
he basic requirement of double 
entry bookkeeping, that business 
transactions be recorded system- 
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atically. And when the student takes 
up volume two, very little has to be 
explained to him, for he already 
knows the significance of the ac- 
counts from his having handled them 
in volume one. The teacher’s job is 
then, to crystalize the student’s 
ideas, and help him in the classifica- 
tion and arrangement of categories 
that he is well acquainted with. 

According to my critics I underesti- 
mated the business experience of the 
present bookkeeping teachers in our 
high schools. However, this does 
not in the least change the vital fact 
that three improvements are over- 
due in the teaching of bookkeeping 
in our high schools: 

1—Eliminate financial statements 
and devote the time to the record 
keeping of more diversified trans- 
actions and to greater speed and 
accuracy in arithmetic. 

2—Financial statements should be 
taught.in an elective course of ele- 
mentary accounting only to students 
who have completed the bookkeep- 
ing course. 

3—Instead of giving the students 
of bookkeeping a theoretical back- 
ground, making them seek the veri- 
ties of this discipline in the realm of 
abstract thought, give them the 
standard of expediency to enable 
them to solve their problems ac- 
cording to the exigencies of the situ- 
ation. 


Let not the age of the practice be 
accepted as proof of its validity. 
Normal mental inertia and the fact 
that the-error does not seem to af- 
fect the welfare of any one who 
possesses the power to initiate a 
change, are sufficient to explain its 
persistence. 

Mr. Klein wants me to have writ- 
ten a different criticism—to have 
asked the City to equip the schools 
with bookkeeping machines. I am 
with him there. But he has a better 
chance of getting them by going my 
way. 
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When the teachers will streamline 
the bookkeeping course, making it 
more practical, they will then have a 
better claim on the school author- 
ities for budgetary provision for 


more of the realistic needs of the 
pupils, such as business machines, 
the use of which will spread rapidly 
after the war. A challenge to the for- 
ward looking teachers! 
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Should Public Accountants Marry? 


Or 


The Old Wives Tale (Revised) 


By Tuomas W. 


HE old wheeze about the travel- 

ing salesman’s child who an- 
nounced her father’s infrequent 
homecomings by calling “Mother, 
that man is here again,” applies also 
to the poor wight who, having de- 
cided upon public accounting as a 
career, has the temerity to take unto 
himself a wife. When his heart is 
young and—but, who ever met a gay 
public accountant—he wishfully hopes 
that not too many years will elapse 
before he can shake the grind of long 
hours and uncertain home life and 
join those practitioners, of whom he 
has heard, who address the visiting 
firemen and letter-carriers, devote 
time to research, write books, com- 
pose articles, and, with their fam- 
ilies, spend the Winters in Florida 
and the Summers in Connecticut! 
But has that happy time ever arrived 
to bring joy and comfort to the aver- 
age or more than average public 
accountant? Not within the memory 
of man. 


To be able to respond to the ex- 
pectations of one’s clients, the public 
practitioner is obliged to devote all 
of his waking hours to their varied 
interests. This mean that long after 
business hours he is to be found at 





Tuomas W. Byrnes, C.P.A., 
author of Should Public Account- 
ants Marry? or The Old Wives 
Tale, has been a member of the 
Society since 1911, and is a cer- 
tified public accountant of New 


York and New Jersey. He has 
instructed advanced accounting 


in Columbia and also served as 
lecturer and assistant professor. 
Mr. Byrnes is a member of the 
American Institute of Accountants. 
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his office poring over the various tax 
and other services to which he sub- 
scribes, seeking the latest rulings 
opinions, and decisions on matters 
which affect his clients. Not infre- 
quently he carries home a number 
of pamphlets on special matters to 
study far into the night in order to 
interpret intelligently recently is- 
sued regulations of governmental 
bureaus. In addition his required 
reading must include much of the 
current accountancy literature to 
keep abreast of changes in methods 
of recording transactions and special 
accounting treatment of specific 
profit-and-loss and _ balance-sheet 
items in unusual cases. All of which 
leaves him little or no time these 
days for social intercourse or cul- 
tural development. 

Also, as the years pass he ac- 
cumulates responsibilities which he 
cannot lightly dismiss if he would re- 
main active in his chosen profession. 
His work is of such an intimate and 
confidential nature that only com- 
plete retirement or the call of the 
Grim Reaper will bring relief. No 
partial withdrawal is possible for 
him because it means loss of contact 
with clients who regard the substitu- 
tion of another for him as a personal 
affront. And so he struggles on, a 
stranger and a kill-joy at his own 
fireside, a nervous and_ physical 
wreck, and no pleasure to himself or 
anyone else. The lot of the busy pub- 
lic accountant would be a much hap- 
pier one if his clients would realize 
the efforts exerted in their interest— 
efforts which are accomplished with- 
out beat of drums or fanfare, but at 
considerable physical and mental 
discomfort—and show patience and 
consideration in their demands upon 
his time and services. 
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STATE SOCIETY ACTIVITIES | 














Calendar of Events 


March 19—Monday—Regular meet- 
ing of the Board of Directors. 


March 19—Monday—Regular meet- 
ing of the Society. Location: 
Waldorf-Astoria Hotel, Lexing- 
ton Avenue and 49th Street, New 
York. Subject: What to Look 
For When Auditing Fixed and 
Current Liabilities. 


April 16—Monday—Regular meet- 
ing of the Board of Directors. 


April 16—Monday—Regular meet- 
ing of the Society. Location: 
Waldorf-Astoria Hotel, Lexing- 
ton Avenue and 49th Street, New 
York. Subject: To be announced. 


Veterans’ Assistance 


On March 6, 1945, the following 
letter was sent to the non-servicemen 
members of the Society by President 
Henry A. Horne. Members are again 
urged to cooperate in the furthering of 
this activity. 


March 6, 1945 


To the Members: 


Enclosed is a reproduction of a 
letter which is being sent by the 
Society to each of the approximate- 
ly seven hundred and fifty members 
of the Society who are now serving 
in the nation’s Armed Forces. 

The letter’s main purpose, as you 
will note from its contents, is to 
assure these men that, upon their 
demobilization, the Society is anx- 
ious to do everything in its power 
to help speed their return to the 
profession. 

However, in addition, it has been 
suggested that some members may 
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wish to send this or a similar letter 
to former members of their staffs 
now serving in the Armed Forces 
who, although not members of the 
Society, are believed to be desirous 
of returning to the profession after 
the war. 


If you would desire additional 
copies of the letter to send to your 
former staff members, the Society’s 
headquarters will be glad to send 
them to you upon request. You 
could, if you wish, advise your for- 
mer staff members that they are at 
liberty to respond directly to the 
Society because it is intended that 
any program developed by the So- 
ciety will also be made available 
to them upon their return to the 
profession. 


Cordially yours, 


Henry A. Horne, 
President. 


The letter to servicemen referred 
to in the above communication is re- 
produced below. 


March 1, 1945 


Dear Member: 

This is a special message to you 
as a Society member. While you 
and other members are fighting and 
winning the war, we at home have 
carried on the work of public ac- 
counting, largely for organizations 
engaged in war production and es- 
sential services. We think about 
you often. We want you back just 
as soon as you can rejoin us. 

We know the war is not won yet; 
that there is much hard fighting 
ahead. Nevertheless, perhaps just 
like yourself, we often talk among 
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ourselves about how we can plan 
at this stage to help you bridge the 
gap between war-time and peace- 
time pursuits, knowing that it will 
take time for us to organize in 
order to provide the maximum of 
service to each returning member. 

For example, we are already work- 
ing to have the Society’s Placement 
Bureau ready to help you and all 
of the other returning members who 
may want assistance in locating spe- 
cific jobs. Also, we are already co- 
operating with those organizations 
which are establishing “refresher” 
courses, so as to have this informa- 
tion available for you promptly 
when you want it after demobiliza- 
tion. 

But no matter how much we plan 
in advance, we here at home cannot 
know fully the things which you as 
a serviceman feel will be most help- 
ful to you in reorienting yourself 
into the profession. We waft to 
give you the best and most practi- 
cal way of catching up quickly on 
what has gone on in the profession 
—its practices, procedures, attitudes 
and viewpoint. 

Therefore, we ask you to help us. 
Would you sit down and write us, 
in your own way, your ideas on 
this subject? What do you feel the 
Society (and its members if you 
were employed by one of them) can 
do to help you bring yourself up to 
date so that you can get into the 
swing of things as quickly as pos- 
sible? Do you want to know about 
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“refresher” courses? Job oppor- 
tunities? Write us about anything 
you feel will help you. 

Give us your ideas soon—for what 
you and your comrades tell us will 
be the basis for the plans we will 
make “«r weleeming you back and 
for the assistance .we will have 
ready for you when you return. 

If we receive word from you, we 
will keep you informed about the 


Society’s plans as they develop. 
Meanwhile, from your fellow mem- 
bers, greetings, best wishes and 


good luck! 
Henry A. Horne, 


President. 


Prize Essay Contest 


The attention of the members is 
again directed to the Prize Essay 
Contest conducted by the Commit- 
tee on Publication’, which closes 
on May 1, 1945. A full page state- 
ment of the conditions of the con- 
test appears on the page opposite 
the title page. 





William B. Carey 


William B. Carey, a member of 
the Society since September 9, 1940, 
passed away February 18, 1945. 

The Society has suffered a great 
loss in the passing of this member. 
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Red Cross 1945 War Fund 
Certified Public Accountants have united to support the Red Cross 1945 


War Fund appeal now in progress. 


Henry E. Mendes is Chairman of the 


Accountants’ Committee, which is divided into two groups, the uptown and 


the downtown. 


Thomas F. Conroy 
Vice-Chairman ........ Palsey & Conroy 
Alexander S. Banks......Leslie, Banks & Co. 
William R. Donaldson..... Miller, Donaldson & Co. 
Albert J. Eckhardt........ Ernst & Ernst 
PST or 4. S. Fedde & Co. 
Ralph H. Galpin..........Arthur Young & Company 
J. Pryse Goodwin..... , 
Herbert P. Greenwood... 
Henry A. Horne 
Robert C. B. 
Christopher H. Knoll.....lLybrand, Ross Bros. 
& Montgomery 


Clark, Oakes & Greenwood 
. Webster, Horne & Elsdon 


Saul Levy 


Joseph J. McArdle .......McArdle & McArdle 
a 2 OS | CT ere Main & Company 

Frank G. Marshall........ R. G. Rankin & Co. 

J. Arthur Marvin......... F. W. Lafrentz & Co. 
George W. O’Neil........ Boyce, Hughes & Farrell 
Leslie E. Palmer......... Haskins & Sells 

M. L. Seidman...........Seidman & Seidman 

raw L. Sterner... ....... Arthur Andersen & Co. 
Royal C. Thurston, Jr..... Price, Waterhouse & Co. 
Charles H. Towns....... Loomis, Suffern & Fernald 
C. Oliver Wellington.....Scovell, Wellington & Co. 


Ernest N. Wood......... Niles & Niles 
Serving on the uptown group are: 


Henry Homes 


Vice-Chairman ......... Homes & Davis 
Michael Peyser .......... Simonoff, Peyser & Citrin 
Jerome I. Golinko........ 
PT i Cg | re Joseph Getz & Co. 
Alexander F. Makay..... .Alexander F. Makay & Co. 


Abel Gottheimer 
Leonard Levine .......... 
Martin Kortjohn . ....Martin Kortjohn & Co. 


ee A a re James Barr & Co. 
Samuel Davis ...... 6.6.0. Freeman & Davis 
Sol Federgreen .......... David Berdon & Co. 


Seer Sohn, Fierman & Co. 
...Alson & Brown 

Harry Van Benschoten....H. E. Van Benschoten & Co. 
Archibald Braunfeld .....Geller & Braunfeld 
roe a 0c. Loeb & Troper 

Myron Finke ............ Klein, Hinds & Finke 
Peter F. Lynch ...Allen R. Smart & Co. 
Louis Oresman ... ....Aronson & Oresman 
Roderick J. Watterson....Watterson & Co. 

Robert I. Williams....... 

Andrew G. Scarsborough. .5. D. Leidersdorf & Co. 
Joseph Brodner .. ...Harris, Kerr & Forster 
Harold F. Caffyn. ...Hurdman & Cranstoun 
Stephen Chan .. Fisner & Lubin 

J. Andrew Crafts..... ...Crafts & McFaul 
William J. F. Duggan....Wm. J. F. Duggan & Co. 
Ferdinand L. Mino.. .. Horwath & Horwath 
Wentworth F. Gantt N. Y. State Society 


Maurice Sohn . 
Jacob Alson 
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Jones.... _..Peat, Marwick, Mitchell & Co. 


67 Wall Street 5 
21 West Street 6 
90 Broad Street 4 
19 Rector St. 6 

107 William St. 7 
1 Cedar Street 5 
37 Wall Street 5 
80 Broad Street 4 
50 Broadway 4 

70 Pine Street 4 


80 Broad Street 4 
1 Wall Street 5 
42 Broadway 4 

1 Wall Street 5 
30 Broad St. 4 
100 Broadway 5 
70 Pine Street 5 
67 Broad Street 4 
80 Broad Street 4 
67 Wall Street 5 
56 Pine Street 5 
80 Broad Street 4 
111 Broadway 6 
165 Broadway 6 


521 5th Ave. 

13 W. 42nd St. 
1776 Broadway 
475 5th Ave. 

245 5th Ave. 
1775 Broadway 
295 Madison Ave. 
10 E. 40th St. 

10 E. 40th St. 
1441 Broadway 
1450 Broadway 
295 Madison Ave. 
285 Madison Ave. 
295 Madison Ave. 
18 E. 41st St. 

501 5th Ave. 

60 E. 42nd St. 
230 Park Ave. 

51 Madison Ave. 
110 E. 42nd St. 
110 E. 42nd St. 
125 Park Ave. 

18 E. 48th St. 
350 Madison Ave. 
521 5th Ave. 

5 E. 41st St. 
295 Madison Ave. 
551 5th Ave. 

15 E. 41st St. 
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The following men are serving on the downtown group: 


Wh. 4-1138 
Wh. 4-7680 
Bo. 9-3525 
Di. 4-5240 
Bo. 9-4477 
Wh. 3-9820 
Ha. 2-6849 
Bo. 9-8180 
Di. 4-6988 
Wh. 4-7977 
Bo. 9-4300 
Wh. 4-3460 
Di. 4-0320 
Wh. 4-0662 
Bo. 9-4110 
Re. 2-4544 
Wh. 4-6827 
Ha. 2-9600 
Wh. 4-8890 
Bo. 9-5966 
Wh. 3-5900 
Bo. 9-4870 
Ba. 7-1134 
Co. 7-2251 
Mu. 2-7800 
Pe. 6-6293 
Ci. 7-0063 
As. 4-3630 
As. 4-6070 
Co. 5-0225 
As. 4-6276 
As. 4-1251 
Ca. 5-8686 
La. 4-9773 
Lo. 5-4742 
Ca. 5-5513 
Mu. 3-5966 
Mu. 3-0895 
Le. 2-8440 
Mu. 2-6061 
Mu. 2-7669 
Mu. 6-1437 
As. 4-3377 
As. 4-8464 
Le. 2-6708 
As. 4-0945 
Wi. 2-7870 
Mu. 2-3321 
Mu. 2-8669 
Mu. 2-0458 
Le. 2-5946 
Mu. 2-2772 
Va. 6-2765 
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Troubled about 
“Labor Law’’ Problems? 


* Here in CCH’s practical LABOR LAW REPORTS is pro- 
vided swift, complete, and dependable coverage of 
“labor law."’ Its informative weekly issues span the whole 
work-a-day world of statutes, regulations, rulings, court 
and administrative decisions, returns, forms, reports, in- 
structions concerning the important federal and state 
regulation of labor relations and wage-hour problems. 


® Coverage includes: Wage and Salary Stabilization Law, 
War Labor Disputes Act, Overtime Pay Order, National 
Labor Relations Act, Fair Labor Standards Act, public 
contracts laws relating to wages and hours, anti-injunc- 
tion laws, state labor relations acts, state wage and hour 
laws, etc. 


© Pertinent amendments, regulations, rulings, interpreta- 
tive bulletins, and court decisions are likewise promptly 
reported. Thus, subscribers always have the last word, 
the newest development, the latest twist and turn of 
events of interest or importance in the field of “labor law.” 


Write for Complete Details 


CoMMERCE! CLEARING: HOUSE; ING,, 





BLISHERS OF TOPICAL Law REPORTS 
NEW YORK 1 CHICAGO 1 WASHINGTON 4 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 
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Six months ago... 
—it couldn’t have happened! 


Bill in Sally’s eyes is a ringer for 
Clark Gable. Her soldier hero with the 
Purple Heart had a thirty-day furlough, 
met Sally on his first Monday night home. 
By the end of the week, Bill and Sally were 
swinging on their own private star... 
together every night. 


Six months ago—it couldn’t have 
happened to Sally . .. because the cost 
department where she works kept her 
busy overtime the first three nights of 
every week. With help short, reports 
long, her company simply couldn’t get 
current cost figures out in the normal 
working day. 

But one of the executives called in 
>) OO 


< 


LE 


a McBee man to survey the situation. 
Then came Keysort for time keeping 
and cost distribution. Now payroll 
figures are ready on time, management 
gets reports when they can be used, 
overtime except in emergency 1s out... 
and Sally gets a supper and a smack 
instead of a snack. 


McBerr’s business is making facts 
available faster. Our procedures and 
products are custom-designed to fit 
your individual problems .. . can be 
quickly understood and easily used by 
ordinary office personnel . . . save time, 
work and worry. If your daily reports 
lag—call a McBee man today! 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 


295 Madison Ave., New York 17, N.Y... Offices in principal cities 
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